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The accounting officer 
Lekwa Local Municipality 
PO Box 66 
Standerton 
2430 


30 November 2011 


Reference: 02474REG10/11 


Dear Sir 

Report of the Auditor-General on the financial statements and other legal and regulatory 

requirements of Lekwa Local Municipality for the year ended 30 June 2011 

1 . The above-mentioned report of the Auditor-General is submitted herewith in terms of section 
21(1) of the Public Audit Act of South Africa read in conjunction with section 188 of the 
Constitution of the Republic of South Africa section 121(3) of the Municipal Finance 
Management Act of South Africa (MFMA). 

2. In terms of section 121(3) (municipality) of the MFMA you are required to include the audit 
report in the municipality’s annual report to be tabled. 

3. Until the annual report is tabled as required by section 127(2) of the MFMA the audit report is 
not a public document and should therefore be treated as confidential. 

4. Prior to printing or copying the annual report which will include the audit report you are required 
to do the following: 

• Submit the final printer’s proof of the annual report to the relevant senior manager of the 
Auditor-General of South Africa for verification of the audit-related references in the audit 
report and for confirmation that the financial statements and other information are those 
documents that have been read and audited. Special care should be taken with the page 
references in your report, since an incorrect reference could have audit implications. 

• The signature Auditor-General in the handwriting of the auditor authorised to sign the audit 
report at the end of the hard copy of the audit report should be scanned in when preparing 
to print the report. This signature, as well as the place and date of signing and the Auditor- 
General of South Africa’s logo, should appear at the end of the report, as in the hard copy 
that is provided to you. The official logo will be made available to you in electronic format. 

5. Please notify the undersigned Senior Manager well in advance of the date on which the annual 
report containing this audit report will be tabled. 

6. Your cooperation to ensure that all these requirements are met would be much appreciated. 


Aucjiling to build public conlidence 


Auclitor-<7eneral of South Africa 

www.agsa.co.zo 


Kindly acknowledge receipt of this letter. 


Yours sincerely 



Phetego Mokgope 

Senior Manager: Mpumalanga 

Enquiries: Amit Bansal 

Telephone: (013)756 0800 

Fax: (013)756 0879 
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REPORT OF THE AUDITOR-GENERAL TO THE MPUMALANGA PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON LEKWA LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Lekwa Local 
Municipality, which comprise the statement of financial position as at 30 June 201 1 , and 
the statement of financial performance, statement of changes in net assets and 
statement of cash flows for the year then ended, and a summary of significant 
accounting policies and other explanatory information, as set out on pages xxx to xxx. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA), 
and for such internal control as management determines necessary to enable the 
preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, section 4 
of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and 

section 126(3) of the MFMA, my responsibility is to express an opinion on the financial 
statements based on conducting the audit in accordance with International Standards 
on Auditing and General Notice 1111 of 2010 issued in Government Gazette 33872 of 
15 December 2010. Because of the matters described in the basis for disclaimer of 
opinion paragraphs, however, I was unable to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Property, plant and equipment 

4. There was no system of control over the maintenance of the fixed asset register on 
which I could rely for the purpose of my audit. The entity’s records did not permit the 
application of alternative audit procedures regarding the existence and completeness of 
property, plant and equipment. Consequently, I was unable to verify the completeness 
and existence of property, plant and equipment, stated at R46 219 701 (2010: 

R38 374 404) in the financial statements. 

Value-added tax (VAT) 

5. There was no system of internal control to ensure that input VAT, which the municipality 
was entitled to recover from the South African Revenue Service, was adjusted for. The 
entity’s records did not permit the application of alternative procedures regarding the 
completeness and valuation of the VAT payable. Consequently, I was unable to obtain 
sufficient appropriate audit evidence to satisfy myself as to the completeness and 
valuation of the VAT payable, stated at R20 454 788 (2010: receivable of R6 747 91 1 ) 
in the financial statements. 


Irregular expenditure 

6. Section 65(2)(i) of the MFMA requires the entity to implement and maintain an 
appropriate procurement and provisioning system that is fair, equitable, transparent, 
competitive and cost-effective. Payments amounting to R3 216 663 were identified that 
were made in contravention of the supply chain management (SCM) requirements. The 
amount was not disclosed in the financial statements, resulting in irregular expenditure 
being understated by R3 216 663. 

Unauthorised expenditure 

7. Section 1 (d) of the MFMA defines unauthorised expenditure, in relation to a 
municipality, as any expenditure incurred otherwise than in accordance with section 15 
or 11(3) of the act, and includes money appropriated for a specific purpose, spent 
otherwise than for that specific purpose. Unauthorised expenditure of R9 385 683 was 
incurred and not disclosed in the financial statements, resulting in unauthorised 
expenditure being understated. 

Receivables 

8. Section 45 of the Municipal Property Rates Act of South Africa, 2004 (Act No. 6 of 2004) 
requires property to be valued in accordance with generally recognised valuation 
practices, methods and standards as well as the provisions of the act. Included in 
accounts receivable was an amount of R4 364 661 , the recovery of which was doubtful 
due to an error in the underlying valuation roll on which the amount was based. As a 
result of this error, consumer debtors and the accumulated deficit were overstated and 
understated by R4 364 661, respectively. 

9. No reconciliation was performed between the charges raised on consumer debtors 
accounts and properties as per the valuation roll. The entity’s records did not permit the 
application of alternative audit procedures regarding the valuation of consumer debtors. 
Consequently, I was unable to obtain sufficient appropriate evidence to satisfy myself as 
to the rights of the municipality to all revenue billed to consumers and the valuation of 
consumer debtors, stated at R44 760 083 (2010: R32 906 919) in the financial 
statements. 

Clearing of suspense accounts 

10. Supporting documentation and explanations could not be provided for the trade and 
other payables suspense account of R5 763 368, as disclosed in note 15 to the financial 
statements. The entity’s records did not permit the application of alternative audit 
procedures regarding the accounts payable clearing account. Consequently, I did not 
obtain sufficient appropriate audit evidence to satisfy myself as to the existence, 
completeness, allocation, obligation and valuation pertaining to the trade and other 
payables clearing account balance, nor could I determine the effect on the other 
account balances or classes of transaction contained in the financial statements. 

Provisions 

1 1 . GRAP 19 Provisions, Contingent Liabilities and Contingent Assets states that the 
amount recognised as a provision shall be the best estimate of the expenditure required 
to settle the present obligation at the reporting date. The entity calculated the leave and 
long service bonuses incorrectly, which resulted in an error of R2 579 349. 
Consequently, provisions amounting to R1 1 550 863 disclosed in note 14 to the 
financial statements and the accumulated deficit were understated by R2 579 349. 


Contingent liabilities 

12. GRAP 19 Provisions, Contingent Liabilities and Contingent Assets defines a contingent 
liability as a possible obligation that arises out of past events, the existence of which will 
only be confirmed by the occurrence or non-occurrence of one or more uncertain future 
events not wholly in the control of the entity. No management system was in place for 
the identification and recognition of contingent liabilities and management imposed 
limitations on my ability to obtain reasonable assurance from alternative sources. 
Consequently, I was unable to obtain sufficient appropriate audit evidence to satisfy 
myself as to the completeness of contingent liabilities of R1 12 027 899, disclosed in 
note 36 to the financial statements. 

Revenue 

13. There was no system of internal control and documentation available to support the 
prepaid electricity recorded. There were no satisfactory audit procedures that I could 
perform to obtain reasonable assurance that all prepaid electricity revenue had been 
properly recorded. Consequently, I was unable to obtain sufficient appropriate audit 
evidence to satisfy myself as to the completeness, accuracy and occurrence of prepaid 
electricity revenue included in revenue from the sale of electricity of R121 627 774 
(2010: R99 894 492). 

14. There was no system of internal control and documentation available to support the 
electricity meters sold. There were no satisfactory audit procedures that I could perform 
to obtain reasonable assurance that all electricity revenue had been properly recorded. 
Consequently, I was unable to obtain sufficient appropriate audit evidence to satisfy 
myself as to the completeness of electricity revenue included in revenue of 

R121 627 774 (2010: R99 894 492). 

15. The entity did not raise revenue to the value of R6 137 405 for various service charges 
as a result of poor internal controls over revenue. Consequently, revenue and 
consumer debtors were understated by R6 1 37 405 and the accumulated deficit was 
overstated by R6 137 405. 

16. The entity overcharged consumers by R3 170 161 for rates as a result of using an 
incorrect valuation roll. Consequently, revenue and consumer debtors were overstated 
by R3 170 161 and the accumulated deficit was understated by R3 170 161 . 

17. The entity did not raise revenue to the value of R3 220 034 for rates as a result of using 
an incorrect valuation roll. Consequently, revenue and consumer debtors were 
understated by R3 220 034 and the accumulated deficit was overstated by R3 220 034. 

Operating expenditure 

18. The entity could not provide sufficient appropriate audit evidence to support payments to 
the value of R35 991 939 for goods and services included in general expenses of 

R68 755 009, as disclosed in note 24 to the financial statements. There were no 
satisfactory alternative audit procedures that I could perform to obtain reasonable 
assurance that all goods and services had been properly recorded. Consequently, I did 
not obtain sufficient appropriate audit evidence to satisfy myself as to the occurrence, 
completeness, accuracy, cut-off and classification of goods and services of 
R35 991 939. 


Disclaimer of opinion 

19. Because of the significance and pervasive nature of the matters described in the basis 
for disclaimer of opinion paragraphs, I have not been able to obtain sufficient 
appropriate audit evidence to provide a basis for an audit opinion. Accordingly, I do not 
express an opinion on the financial statements. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

20. In accordance with the PAA and in terms of General Notice 1111 of 2010 issued in 
Government Gazette 33872 of 15 December 2010, 1 include below my findings on the 
annual performance report as set out on pages ... to ... and material non-compliance 
with laws and regulations applicable to the municipality. 

Predetermined objectives 

Usefulness of information 

21. The reported performance information was deficient in respect of the following criteria: 

• Consistency: The reported objectives, indicators and targets were not consistent with 
the approved integrated development plan. 

• Measurability: Targets in the approved integrated development plan were not 
measurable. 

22. The following audit findings relate to the above criteria: 

Changes to planned objectives not disclosed in the report on predetermined 
objectives 

• Changes to the objectives in the approved annual performance plan for the year 
under review were not disclosed and explained as required in terms of the relevant 
National Treasury preparation guide. 

Reported objectives not consistent when compared to planned objectives 

• The reported performance against predetermined objectives was not consistent with 
the approved integrated development plan. 

Changes to planned objectives, indicators and targets not approved 

• Different objectives, indicators and targets were reported on as opposed to those 
approved in the integrated development plan. These different objectives, indicators 
and targets were not included in the approved or adjusted budgets and were not 
approved subsequent to the strategic planning process. 

Planned and reported indicators not verifiable 

• For the selected programme, valid performance management processes and 
systems that produced actual performance against planned indicators did not exist 
for 75% of the indicators. 


Reliability of information 

23. The reported performance information was deficient in respect of the following criteria: 

• Validity: The reported performance did not occur and did not pertain to the entity. 

• Accuracy: The amounts, numbers and other data relating to reported actual 
performance had not been recorded appropriately. 

• Completeness: Actual results and events that should have been recorded had not 
been included in the reported performance information. 

24. The following audit finding relates to the above criteria: 

Reported performance against indicators not valid, accurate and complete when 

compared to source information 

• For the selected programme, 75% of the reported indicators were not accurate or 
complete based on the source information or evidence provided. 

Compliance with laws and regulations 

Budget 

25. The mayor did not submit all quarterly reports on the implementation of the budget and 
the financial state of affairs of the municipality to the council within 30 days after the end 
of each quarter, as required by section 52(d) of the MFMA. 

Internal audit 

26. The municipality did not develop and implement mechanisms, systems and processes 
for auditing the results of performance measurement as part of its internal audit 
processes, as required by section 45(1 )(a) of the Municipal Systems Act of South Africa, 
2000 (Act No. 32 of 2000) (MSA) and Municipal Planning and Performance 
Management Regulation 14. 

Procurement management 

27. Invitations for competitive bidding were not always advertised for the required minimum 
period, as per the requirements of SCM Regulation 22(1) and 22(2). 

28. Awards were made to providers who were persons in the service of the municipality or 
other state institutions, in contravention of SCM Regulation 44. 

29. Sufficient appropriate audit evidence could not be obtained that contracts with payments 
to the value of R29 543 745 had been procured in accordance with legislative 
requirements and the SCM policy. 

30. Construction contracts were awarded to contractors that were not registered with the 
Construction Industry Development Board (CIDB) or did not qualify for the contract in 
accordance with the prescripts of the CIDB. 

Human resource management 

31 . Senior managers directly accountable to the municipal manager did not sign annual 
performance agreements for the year under review, as required by section 57(1 )(b) and 
57(2)(a) of the MSA. 


Expenditure management 

32. The accounting officer did not take reasonable steps to prevent unauthorised, irregular 
as well as fruitless and wasteful expenditure, as required by section 62(1 )(d) of the 
MFMA. 

Transfers and conditional grants 

33. The accounting officer did not evaluate the performance of the municipality in respect of 
programmes funded or partially funded by a schedule 4 allocation within two months 
after the end of the financial year, as required by section 11(6) of the Division of 
Revenue Act of South Africa, 2010 (Act No. 1 of 2010) (DoRA). 

Asset management 

34. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained a management, accounting and information system that accounted 
for the assets of the municipality, as required by section 63(2)(a) of the MFMA. 

35. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained an effective system of internal control for assets (including an asset 
register), as required by section 63(2)(c) of the MFMA. 

Annual financial statements and annual report 

36. The accounting officer did not make the 2009-10 annual report public immediately after 
the annual report had been tabled in the council, as required by section 127(5) of the 
MFMA. 

37. The municipal council did not adopt an oversight report containing the council’s 
comments on the annual report within two months from the date on which the 2009-10 
annual report had been tabled in the council, as required by section 129(1) of the 
MFMA. 

38. The performance report for the financial year under review was not prepared as 
required by section 46 of the MSA and section 121(3)(c) of the MFMA. 

39. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the MFMA. Material 
misstatements in capital assets, current assets/liabilities, revenue, expenditure and 
disclosure items identified by the auditors were subsequently corrected, but the 
uncorrected material misstatements resulted in the financial statements receiving a 
disclaimer of audit opinion. 

Revenue management 

40. Revenue received by the municipality was not always reconciled at least on a weekly 
basis, as required by section 64(2)(h) of the MFMA. 

41. A credit control and debt collection policy was adopted but not maintained, as required 
by section 96(b) of the MSA. 

Strategic planning and performance 

42. The municipal council did not, within the prescribed period after the start of its elected 
term, adopt a single, inclusive and strategic plan for the development of the municipality, 
as required by section 25 of the MSA. 


43. The municipal council did not, within the prescribed period after the start of its elected 
term, adopt a process set out in writing to guide the planning, drafting, adoption and 
review of its integrated development plan, as required by section 28(1 ) of the MSA. 

44. The municipality did not implement a framework that described and represented how 
the municipality’s cycle and processes of performance planning, monitoring, 
measurement, review, reporting and improvement would be conducted, organised and 
managed, including determining the roles of the different role players, as required by 
sections 38, 39, 40 and 41 of the MSA and Municipal Planning and Performance 
Management Regulations 7 and 8. 

45. The accounting officer of the municipality did not by 25 January assess the performance 
of the municipality during the first half of the financial year, taking into account the 
municipality’s service delivery performance during the first half of the financial year and 
the service delivery targets and performance indicators set in the service delivery and 
budget implementation plan, as required by section 72(1)(a)(ii) of the MFMA. 

46. The accounting officer of the municipality did not submit the results of the assessment of 
the performance of the municipality during the first half of the financial year to the mayor 
of the municipality, the National Treasury and the provincial treasury, as required by 
section 72(1 )(b) of the MFMA. 

INTERNAL CONTROL 

47. In accordance with the PAA and in terms of General Notice 1111 of 2010 issued in 
Government Gazette 33872 of 15 December 2010 , 1 considered internal control relevant 
to my audit, but not for the purpose of expressing an opinion on the effectiveness of 
internal control. The matters reported below are limited to the significant deficiencies 
that resulted in the basis for the disclaimer of opinion, the findings on the annual 
performance report and the findings on compliance with laws and regulations included 
in this report. 

Leadership 

48. The accounting officer did not exercise oversight responsibility regarding financial and 
performance reporting and compliance as well as related internal controls. 

49. The accounting officer did not develop and monitor the implementation of action plans to 
address internal control deficiencies. 

Financial and performance management 

50. The chief financial officer did not review the financial statements and other information 
to be included in the annual report for completeness and accuracy prior to submission 
for auditing. 

51. The accounting officer did not implement controls over daily and monthly processing 
and reconciling of transactions. 

52. The accounting officer did not prepare regular, accurate and complete financial and 
performance reports that were supported and evidenced by reliable information. 

53. The accounting officer did not review and monitor compliance with applicable laws and 
regulations. 


Governance 


54. The accounting officer did not implement appropriate risk management activities to 
ensure that regular risk assessments, including the consideration of IT risks and fraud 
prevention, were conducted and that a risk strategy to address the risks was developed 
and monitored. 




Nelspruit 

30 November 201 1 



AUDITOR-GENERAL 
SOUTH AFRICA 

Audfling to build public confidence 


